Abstract. Institutional quality in transition countries is roughly as expected given per capita incomes. Institutions are improving continuously. Given prevailing assumptions that the institutional situation is dismal, the developments giving rise to this surprising finding must be investigated more fully. This investigation begins by cataloging the mechanisms that could have improved institutional indexes. Then, evidence is examined on the relative strengths of each of these mechanisms. Formal institutions have contributed more than informal ones. The largest contributions have come from formal institutions separate from the state administrative structure. Political institutions, legal systems, and independent governmental agencies have been important.
Introduction.
At present, there is no generally accepted accounting of the institutional strengths and weaknesses of the transition economies. The first goal of the paper is to fill this gap by assessing current levels of institutional development. Given that this assessment is quite positive, the question arises as to the sources of institutional quality. Therefore, the second task of the paper is to examine which types of institutional mechanisms make relatively strong contributions.
Section 2 provides the assessment of where the transition countries now stand. Given the starting point in the early 1990's, the relatively short amount of time since the fall of communism, and given current presumptions, one would expect the results to be show that the transition countries lag. However, levels of measured institutional development are roughly as expected given levels of development. Moreover, there is continuing improvement in most countries and on most institutional indexes. Even if the situation was bleak a decade ago, now it is not. The paper then turns to an examination of how transition countries managed to achieve their current institutional performance. To answer that question, it is necessary to reflect on exactly what has been achieved: what is measured on institutional indexes? Section 3 argues that these indexes measure how well a country solves a certain class of problems, designated institution-applicable problems. These can be solved in diverse ways, as when traders freely cooperate or when laws and the legal system secure the flow of finance to businesses large and small.
As the example of cooperation between traders suggests, informal mechanisms can solve institution-applicable problems. However, when social scientists discuss the development of institutions, their focus is usually on those solutions to institution-applicable problems whose origin lies somehow in the state. In this paper, these will be called formal institutions, with the word -2-formal here connoting state involvement in the construction or the running of the institution. 1 The question to be investigated, then, is to what degree formal institutions contributed to transitional country performance on the standard institutional indexes. To provide an answer, it is necessary to delineate the full complement of mechanisms, including formal institutions, that could have contributed. Section 3 lays out a simple schema that lists those mechanisms.
The list of mechanisms provides the structure for Section 4 of the paper, which reviews existing evidence on how transition countries solve institution-applicable problems in the economic arena.
The available evidence is spotty, unsystematic, full of holes, and sometimes contradictory. Thus, it is difficult to draw definitive conclusions. Nevertheless, the weight of evidence suggests that formal institutions have contributed more than informal ones. The largest contributions have come from those formal institutions that are separate from the state administrative structure. One can also examine country scores on each of the 6 indicators in each of 1997-8 and 2000-1 to examine the relative progress of individual countries. Table 3 lists the direction of change on each indicator for each country, aggregating this information in several different ways. The overall impression is of solid improvement. A majority of countries is improving, measured by the number of improving indicators or by aggregate score. There is improvement on a majority of the indicators.
When summarizing this section's results, it is crucial to remember context. Just over a decade ago, capitalism and democracy did not exist in meaningful forms in the countries examined here.
Then there was a mammoth fall in national income, most often attributed to institutional lacunae (Roland, 2000, p. 193) . The transition economies experienced an "institutional collapse" (Campos and Coricelli, 2002) . Subsequently, according to the EBRD (2000, p. 23-5) , institutional reform has been slow and has lagged other reforms. Svejnar (2002, p. 7) summarizes the current consensus:
"Virtually no transition country succeeded in rapidly developing a legal system and institutions that would be highly conducive to the preservation of private property and the functioning of a market economy…This lack of a market-oriented legal structure appears to have been the Achilles' heel of the first dozens years of transition."
Someone seeking optimism would not expect to find it in the first decade of institutional performance in transition. Yet, this is exactly where this section identifies cause for optimism.
There were remarkable improvements in institutional measures over the 1990s. By the beginning of the present century, the quality of institutions in transition countries was roughly as expected given levels of development. There are strong signs of continuing improvement. Even if the institutional situation was bleak a decade ago, now it is not
Where does measured institutional performance come from?
To learn more from the above, it is necessary to deliberate on the meaning of the data that was -6-used. Consider some of the inputs into the KKZ measures: expert ratings on adherence to the rule of law, analysts opinions on the levels of crime, surveys of companies on whether financial assets are well protected, beliefs of citizens on whether the country is governed according to the will of the people, etc. These reflect institutional outputs, not inputs. They capture features of a society that institutions help to produce, rather than measures of institutions per se. Thus, institutional indexes measure the quality of the solutions to a certain class of problems, which will be called institutionapplicable problems in the following. In using this terminology, there is no assumption that institutions help to solve these problems, or that they are solved. The assumption is simply that institutions could address them in some conceivable world. 
Sources of Solutions to Institution-Applicable Problems in Transition Countries
Section 2 established that the performance of transition countries in solving institutionapplicable problems was surprisingly good. Section 3 provided the framework to investigate the sources of this performance, identifying the mechanisms on which evidence should be presented.
The following subsections examine the evidence on each of the mechanisms in turn.
Personal trust
Personal trust is transmitted from the past. It can come either in a general form, where a certain culture breeds implicit trust among all society's members, or in an individualized form, where past experiences lead particular individuals to trust each other.
The continuing stability of interactions greatly affects the amount of personal trust that derives from past interactions (McMillan and Woodruff, 1999) . If an agent is no longer trading with those familiar from the past, and if all contacts are new, then no individualized personal trust can exist.
The amount of individualized personal trust will also depend upon some continuity in the type of interactions. A trusted employee does not necessarily become a trusted supplier.
In the 1990s, transition countries experienced less continuity than did other countries. There were huge recessions, changes of ownership affecting more than half of the assets in the economy, and a large set of economic interactions that became feasible for the first time (with foreigners, employer-employee, capitalist supplier with capitalist buyer). Assuming economic agents in transition countries generate personal trust from past interactions in the same way as agents in other countries, then it is inconceivable that the 1990s could have seen the transition countries with a -8-abundance of inherited, individualized personal trust.
There is also non-individualized personal trust, that based on inherited cultures. History does not offer optimism on this score. The cultures of transition were partially produced by communist experience, which probably fostered distrust between citizens (Rose 1993) .
Fortunately, there is evidence on generalized trust. In 1991, citizens in many countries were asked the following question as part of the World Values Survey (1999): "Generally speaking, would you say that most people can be trusted or that you can't be too careful in dealing with people?" The percentage of people who chose the "most people can be trusted option" was 25% in transition countries, relatively low for countries at analogous levels of development. Raiser et al. (2001) use the same source, plus updated survey information for 1995, to conclude that generalized trust in the transition countries is much lower than in the OECD, and declining in the early 1990s.
There is one other major source of personal trust, the family. According to Burkart, Panunzi, and Shleifer (2002) : "Most firms in the world are controlled by their founders, or by the founders' families and heirs. Such family ownership is nearly universal among privately held firms, but also dominant among publicly traded firms. In Western Europe, South and East Asia, Middle East, Latin America, and Africa, the vast majority of publicly traded firms are family controlled." They argue persuasively that family ownership is an imperfect substitute for laws protecting shareholders.
What is the heritage of socialist times in family matters? In the early Soviet Union, there was a determined effort to remove the extended family from its role in social organization (Zickel, 1989) .
Although this policy was partially reversed in later years, the goal was to strengthen the nation rather than to create independent units. Many of the measures that weakened the family remained, for example, easy divorce, civil marriage, and greater income security. Divorce rates and female labor-force participation rates were comparable to those of the most developed countries, not to countries at similar levels of development.
-9-Additionally, the very low population growth rates (before and during transition) imply that the extended family is less extended than elsewhere. During the 1980s, the average population growth rate for middle income countries was 1.8%, but for the transition countries it was only 0.5%.
One-child families generate no siblings or first cousins, but three-child families generate eight, implying remarkable differences in the possibilities for corporate control and small-firm growth in a world where corporate governance laws do not work. 5 Interestingly, Poland's population growth rate was considerably higher than in comparable transition countries and it was widely recognized as having the most vibrant small firm growth in early transition.
Thus it is safe to conclude that the transition countries are not well endowed with personal trust. The few pertinent empirical studies are consistent with this conclusion. McMillan and Woodruff (1999) find only a small role for family networks in facilitating transactions in Vietnam. Lee and Meagher (2001) identify a minor role for family finance in Kyrgyz firms. Hendley et al. (2000) find that personal relationships are of little importance in inter-firm transactions in Russia.
Calculative trust
Calculative trust occurs where the generation of cooperative solutions to institution-applicable problems follows bargaining between two independent parties. Therefore, large amounts of calculative trust, per se, should not necessarily result in better scores on the institutional measures examined in Section 2. For example, consider the law and order element of the ICRG measure, which reflects expert assessments of the strength and impartiality of the legal system and popular observance of the law. If party A bargains privately with party B and they generate a productive transaction as a solution to a non-cooperative game, with A calculating that implementation of the solution is in B's self-interest, there is no reason why A would attribute any of B's actions to law and -10-order. Thus, on a priori grounds, we can conclude that the generation of calculative trust would not usually lead to better scores on the standard institutional measures.
Nevertheless, it is still useful to examine whether the transition countries are likely to have generated relatively large amounts of calculative trust. Here, the argument again seems clear.
Productive bargains will be easier to reach when the parties are dealing with a repetition of an old scenario. But in the transition countries, completely new forms of interactions have been made possible, between private firm and state firm, between foreign company and domestic company, between shareholder and manager, etc. Certainly, the degree of novelty in roles in the transition countries is greater than in countries at comparable levels of development.
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In sum, calculative trust could not have produced the positive conclusions of Section 2.
Economic networks
There is a burgeoning literature on what are variously called networks or groups. There are strong claims on the importance of these, both in general (Uzzi, 1996) , and in transition (Grabher and Stark 1997, McDermott 2002) . According to one assessment: "Diversified business groups are a highly visible and dominant organizational form in most emerging markets." (Yafeh and Khanna 2000) . But there might be less here than meets the eye. In Khanna and Palepu (1999) , 95% of the groups are supported by family affiliations. Given the comments made above about transitioncountry families, perhaps the more general literature on groups is not relevant to transition.
In transition economies, there is some weak evidence that networks, mostly originating in the old socialist systems, have a role in the new economies (Grabher and Stark 1997, McDermott family control but rather by dividing the shares of state-owned enterprises between individuals. With concentrations of wealth within families not significant when this happened, control by extended families is a non-issue. 6 The argument here is akin to the analysis of the effect of uncertainty on bargaining. In a buyer-seller interaction, Myerson and Satterthwaite (1983) show that commonly known valuations will lead to efficient agreements, but that private knowledge means inefficient trades. Since the move from common to private knowledge is akin to an increase in uncertainty, this suggests that the mechanisms of calculative trust are less likely to be productive the more uncertainty there is in the economic environment. The transition countries have had relatively high degrees of uncertainty.
-11-2002).
7 Indeed, Grabher and Stark (1997) adopt the startling premise that the actual unit of entrepreneurship in transition is not the natural or legal personality but rather the network.
McDermott ( These networks sometimes gelled into formal groups, such as trade associations or financial industrial groups. There is some evidence that these helped solved institutional-applicable problems. Recanatini and Ryterman (2000) argue that business associations emerged spontaneously in response to a demand for information and for coordination of production and trade. Their estimates suggest that these new coordinating mechanisms reduced the initial output decline.
Similarly, Perotti and Gelfer (1998) show that the investment expenditures of members of financialindustrial groups in Russia are less dependent on internal funds than are the expenditures of unaffiliated companies, suggesting that these groups are providing substitutes for capital markets.
In contrast, however, Hendley and Murrell (2002) find little evidence of the effect of economic networks and/or trade associations on the enforcement of agreements in Romania. Hendley et al. (2000) find no effect of trade associations or financial-industrial groups on the enforcement of agreements in Russia, a result consistent with that of Lee and Meagher (2001) for the Kyrgyz.
In sum, there is only weak evidence that networks have played a significant role in transition economies. Moreover, these results are centered on Russia, which does not fare well on the institutional measures. Changes through time suggest weakening of these effects. Whereas the Recanatini and Ryterman (2000) results point to the importance of trade associations in early transition, the Hendley et al. (2000) evidence points to lessening significance a few years later. 7 The adjective weak is used because the reader who is skeptical of the importance of networks will not be -12-With the evidence weak, centered on a country with poorer institutional performance, and derived from early transition, it does not seem likely that networks contributed to the results of Section 2.
Finally, there is a fundamental question whether effective networks would actually lead to a country increasing its score on institutional measures. The argument is the same as the one on calculative trust in Section 4.2: if a network solves a problem, then observers would not necessarily attribute the success to institutional quality: "It is perhaps sensible to see groups acting as substitutes for missing institutions…" (Khanna 2000) . Furthermore, when there are missing institutions, groups can exploit the gap, rent seek or exploit minority shareholders, and contribute to a generally poor assessment of institutions in a country (Yafeh and Khanna 2000) .
Social networks
Social capital arising out of social networks has received considerable attention lately in discussions of the performance of transition economies (Paldam and Svendsen 2001; Raiser 2001 ). This section, consistently with that literature, argues that social capital could not account for the results of Section 2. There are two reasons, for this: social capital is less effective in times of change and it is at low levels in the formerly socialist countries.
Even if social capital were at normal levels in transition countries, it would be less important in solving institution-applicable problems in those countries than elsewhere, because of the radical changes that are occurring. The argument is similar to the one in Section 4.1 on personal trust.
Social networks are backward looking phenomena, which are less effective in times of change (Greif, 1996, 254-257) . In fact, Paldam and Svendsen (2001) argue that the old networks are negative social capital. Gehlbach (2001) theorizes that the old networks facilitate corruption.
The amount of social capital generated under socialism is probably quite low. Social capital is a threat to a dictatorship (Paldam and Svendsen, 2001) . Cooperation outside the current political convinced by the empirical evidence that appears in most of the essays in Grabher and Stark (1997).
-13-context can lead to cooperation against the political regime, spurring control of associational activities by the state. "Associational life was kept largely outside the public sphere -circle of friends mattered more than involvement in football clubs, which might be exposed to political infiltration." (Raiser, 2001 ). The dictatorships did not bequeath much social capital.
The pertinent evidence is clear. Raiser et al. (2001) document key facts about the transition economies. Circles of friends are relatively circumscribed. Participation in clubs and associational groups is low (and lower in 1995 than in 1990). Membership in groups with direct economic or political significance, such as unions or professions, is also low. Rose (1999) documents the lack of Russian social capital producing organizations. Siisiäinen (1999) compares three Scandinavian countries with three Baltic countries and shows that there is much less social capital in the latter.
Private supply, informal
The private suppliers of informal solutions to institution-applicable problems that have received most attention are the enforcers of contracts by strong arm means. But they have received much more attention than they deserve, empirically speaking (Hendley et al. 2000) . Moreover, their existence indicates the absence of effective institutions. A rich man who felt perfectly safe because bodyguard services were cheap would probably not rate his country very high on safety.
There are purely private mechanisms that do provide solutions to institution-applicable problems and would lead to a higher rating for a country's institutions, for example, credit-rating services and trade associations facilitating the setting of standards. Evidence on these mechanisms is limited. In Russia, Hendley et al. (2000) find over five times as many enterprises using the government as a source of information on transactional partners as using credit-rating services or business associations. A survey of 254 Romanian enterprises (Murrell, 2002a) finds that city governments are a more important source of information on trading partners than are credit-rating agencies, while regional governments are used as much as business associations.
-14-It is unlikely that Section 2's results can be explained by the presence of private suppliers of informal solutions to institution-applicable problems.
Private supply, formal
Again, the amount of evidence is limited. Private arbitration courts are the paradigmatic example of a provider of solutions to institution-applicable problems whose functioning depends ultimately on state power. Hendley et al. (2000) and Pistor (1996) find that few enterprises use private arbitration courts in Russia. finds that only a small proportion of Romanian firms frame their contracts so that disputes enter the private arbitration courts. The effectiveness of arbitration courts is rated much lower than the effectiveness of the standard state courts.
The evidence on trade associations presented above is also relevant here, since such associations sometimes have a state sanctioned role in contract enforcement. That evidence suggests that such a role is unimportant in the transition economies.
Political institutions
Strong evidence on the relative performance of political institutions appears in the results using the KKZ indexes that appear above. In order of the relative success of the transition countries, the indexes are voice and accountability, political instability and violence, rule of law, graft, government effectiveness, and, last, regulatory burden. Political institutions are most directly implicated in the first two of these and partially in the third. It is therefore safe to conclude that political institutions are making a large contribution to the measured relative institutional performance of the transition countries.
Governmental administration
The logic on governmental administration is the same as in the previous sub-section, but with the opposite conclusion. The three indexes in Section 2 on which governmental administration is likely to have the strongest influence are governmental effectiveness, regulatory burden, and graft.
-15-
The results in Tables 1 and 2 show poor performance on these three measures. One can move quickly to a conclusion: effective governmental administration is not a comparative advantage of the transition countries. This accords well with the observation that the executive branch under communism was extremely remote from the ideal of a neutral, efficient civil service and that reforms of that branch have lagged other reforms (Nunberg, 1999) .
Independent governmental agencies
Because of the political economy of bureaucratic organization, it would be easiest to create effective independent governmental agencies in areas that were completely unknown before transition, for example, privatization agencies or stock market regulators. Such agencies have often attracted the most talented reformers, because of the glamour and importance of these new jobs.
They are therefore likely to be more effective than other institutional mechanisms.
However, there is no systematic empirical evidence on how well these independent agencies have performed. There are examples of strong performance. Early in transition, Poland's new antimonopoly office was a strong catalyst for pro-competitive policies (Murrell, 1996) . Poland's
Commissioner for Civil Rights Protection played an important role in protecting civil rights against administrative actions (Nunberg, 1999 ). Mongolia's privatization agency, cum stock-market, implemented a privatization program that was remarkable for its speed and relative lack of corruption (Anderson et al. 2000) . Currency boards in Estonia and Bulgaria accomplished the tasks assigned to them. Djankov and Murrell (2002) show that the granting of independence to old state enterprises had surprisingly strong results, from Central Europe to China.
Pistor (2001) 
The legal system
The paragraphs below examine six types of evidence. First, there is comparison between the performance of legal systems and other institutions within transition countries, using the qualitative judgments of enterprises. Second, there are facts on legal procedures that characterize transition country legal systems relative to those in other countries. Third, microeconomic evidence from -17-firm behavior is presented. Fourth, current views on corporate governance are examined to assess whether poor corporate governance particularly reflects the inadequacies of legal systems. Fifth, there is information on the developments of legal protections for investors and creditors. Sixth, the paper highlights new information on legal interactions between the state and enterprises.
The BEEPS study (Hellman et al. 2000) provides information that facilitates comparison of different elements of the institutional framework. The information reflects the judgments of firms in 20 transition countries. Firms do not rate the quality and efficiency of the judiciary highly.
However, the functioning of the judiciary is regarded as less of a problem for businesses than are other institutions. Law and order issues rate below both micro and macro governance as obstacles to growth. Corruption in the courts has less impact than corruption elsewhere. On balance, the legal system is one of the better performing elements of the institutional structure. Djankov et al. (2002) collect data on highly specific aspects of the functioning of the legal system. They quantify the legal procedures involved in evicting a tenant and in collecting on a bad check. They match the extensiveness of these procedures against a model process, thereby making judgments on whether the regulation of legal process is greater than needed for the purposes of justice and efficiency. They score countries on seven criteria. Djankov et al. (2002) treat ex-socialist countries as a separate category when they investigate variations in the regulation of legal process. The ex-socialist group fares reasonably well, with results that are better than those for French-origin countries and slightly better than those for German-origin countries. That is, the ex-socialist legal systems are slightly better than those derived from origins that would have provided their legal heritage had it not been for the socialist interlude. This raises the possibility that the effects of socialism and the reforms of the 1990's have led to legal systems with less onerous procedural elements than would otherwise have developed.
Microeconomic studies of firm behavior provide complementary evidence. On the basis of a -18-survey of 328 Russian enterprises, Hendley et al. (2000) conclude that: "Contrary to common wisdom, Russian enterprises do not reject the use of law and legal institutions when disputes arise.
Many enterprises use the courts." An econometric analysis of the same data (Hendley et al. 2001) suggests that: "The institutional environment rewards enterprises that pay attention to the legal side of their operations…providing evidence that law and legal institutions add value to the Russian economy." These results are consistent with an OECD (2002) Table 2 , that the microeconomic results on Russia summarized in the previous paragraph do not present an overly optimistic view.
In several other domains, consistent results are obtained. Berkowitz (2001) finds that a Russian law had major effects on the allocation of oil pipeline capacity. Using evidence from the experience of foreign litigants in Russia's Arbitrazh (i.e. business) courts, Hendrix (2001, p.112) concludes that "…the likelihood of a foreign party obtaining a fair outcome in the Russian court system is greater than generally believed… [F] oreign companies having business dealings in Russia should consider making greater use of the Russian courts". Lee and Meagher (2001, pp. 157-9) find that legalistic enforcement of contracts is widely used in the Krygyz and considered more effective than anticipated, with Arbitrazh courts rated as a highly effective in enforcing contracts.
-19-
The foregoing microeconomic results focus on mundane contract enforcement issues. One would expect that the legal system would perform less well on more complicated and contentious issues. For example, Frye (2001) argues that the courts are not important in protecting the property rights of small shopkeepers in Warsaw and Moscow. However, even in this instance, nearly twothirds of Warsaw shopkeepers say they could take local government to court if property rights were violated, while even one-quarter of Moscow shopkeepers express the same belief.
The degree of protection of the property rights of investors in large enterprises is also questionable. There are many claims that the failure of corporate governance institutions has been of great importance. However, there is little hard empirical evidence. 8 In a series of papers driven by the observation of the low valuations of privatized Russian firms, a massive failure to solve an institution-applicable problem has been suggested (Heller 2001 , Black, Kraakman, and Tarassova 2000 , Black 2001 ). For example, Black (2001) shows that the assets of firms with good corporate practices are valued 600 times more than the assets of firms with bad practices. These estimates are suggestive of the improvements that might be stimulated by more effective institutions.
What is the source of this institutional failure? " [Russia] has decent corporate and securities laws, but the laws are unenforced and widely ignored. Cultural norms among managers and large shareholders reinforce bad rather than good behavior. Self-dealing and often outright looting is the norm, not the exception." (Black, 2001) . Black et al. (2000) attribute this situation not specifically to the legal environment, but rather more generally, to the nature of the privatization process, to the sequencing of legal development and privatization, and to the broader institutional framework:
"First, mass privatization of large enterprises is likely to lead to massive insider self-dealing unless…a country has a good infrastructure for controlling self-dealing…Second, the profit incentives to restructure privatized enterprises (instead of looting them)…can be swamped by a -20-hostile business environment. In Russia, that environment includes a punitive tax system, official corruption, organized crime, an unfriendly bureaucracy, and a business culture in which skirting the law is seen as normal…Third, corrupt privatization of large firms can compromise future reforms...In a vicious circle, dirty privatization also reinforces corruption and organized crime…"
Hence, the rampant failure of corporate governance mechanisms is not specifically pertinent to evaluating the quality of Russian legal institutions, but rather is a reflection of the overall institutional environment and the process of privatization.
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If the process of privatization and broader aspects of the institutional structure are so important, then it is difficult to draw conclusions from these outcomes specifically on legal system quality. Pistor et al. (2000) provide an alternative method, looking at inputs, the quality of shareholder and creditor rights that have been enacted. Such rights are a product of both political institutions and legal systems, since many statutes are formulated in an apolitical process that reflects the arguments of legal scholars and the skills of legal drafters rather than the politicking of legislators.
On shareholder rights, Pistor et al. (2000) conclude that the scope of legal change is truly impressive. Shareholder rights in transition countries surpass those achieved by countries whose legal systems derive from French, German, or Scandinavian origins. 10 Creditor rights in transition countries score higher than rights in all other sub-groups of countries, when the groups are defined in terms of the legal origins from which the countries' legal systems emanate. This performance was achieved essentially in a matter of six years.
However, as Pistor et al. (2000) make clear, the law on the books can be very different from the law in action, since formal rights will not be important unless embedded in a system of legality, with enforcement a possibility. They find that transition countries are less successful on the -21-effectiveness of law than on legislating formal rights. However, enactment of rights is a first step in making rights effective. The identified gap between rights and enforcement could be a result of a natural progression of the development of institutions, in which enforcement follows enactment.
Perhaps the touchstone of whether the law in action is catching up with the law on the books is whether law affects state behavior. An essential element of the rule of law is the ability to protect property rights against the state. Therefore the ability to sue the state is an important test of the development of the rule of law.
Hendley (2002) presents a fascinating study of the interaction between the state and the courts in Russia. The number of Arbitrazh court cases involving the state has been rapidly increasing.
One source of the increase is cases brought by the state to seize property from delinquent taxpayers.
This use of the courts is a response to a Constitutional Court ruling that it is illegal to confiscate the property of tax delinquents without prior court approval. Also increasing are cases in which firms sue the state in order to obtain reversals of administrative regulations or decrees. These cases show the willingness of firms to use the courts to challenge the state. Pistor et al. (2000) , and therefore one could expect to see even more hopeful developments in other countries. For example, Poland's Administrative Court has been credited with having played a substantial role in bolstering the rule of law against administrative infringements (Nunberg, 1999) .
Summary
The goals of this paper have been to establish some basic facts about levels of institutional -22-development in the transition economies and to consider which institutional mechanisms contributed to the attainment of those levels. The results diverge starkly from the presumptions that are current in the literature. Three central results should be emphasized:
1. Indexes of institutional levels are no worse than would be predicted on the basis of the overall level of development of the transition countries. Institutional levels are better than would be expected from a current reading of the literature.
2. Formal institutions account for the better than expected performance, not informal institutions.
3. Political and legal institutions and independent governmental agencies contributed to institutional development. Administrative bodies of the state detracted from it.
It is necessary to close with a few notes of caution on interpretation of the results. First, this paper uses conventional indexes of institutional levels. The validity of the results rises and falls with the validity of those indexes, which quantify some intrinsically difficult-to-measure concepts.
Second, there is no claim that institutional levels in transition countries are high, in an absolute sense. Perhaps, institutions are abysmal in all but the richest nations and the transition countries have simply reached these abysmal levels. Third, there is very incomplete evidence on the contributions of the different institutional mechanisms. This would be true for any similar analysis conducted anywhere in the world. More work is necessary on the micro-mechanisms that contribute to aggregate institutional performance. Fourth, an institution can be judged to be of high quality and yet might contribute little to overall economic performance. This would be the case if adapting to a new institutional framework is an inherently complex task and if firms adjust only slowly. In other work, I have raised the possibility that the institutional problem in transition countries might not be the development of institutions per se, but rather the ability of firms to use institutions in the first few years after their creation (Murrell 2002b (Murrell , 2002c 
